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EDITOR’S NOTE: As stated in the
previous column, it was the purpose
of this summary to make Jakowez’
book Prices in a Planned Economy
accessible to an audience which
does not speak Russian or German.
The author of this column refrained
from criticizing Jakowez, his ideas
or his ideology, as much as possible.
She apologizes for those instances
when her self-imposed control
slipped and her capitalistic bias
showed.
She hopes that this summary,
besides helping researchers, will
make readers aware of the powerful
role prices play in a planned econo
my and of the complicated problems
a socialist government must solve
because it wants to regulate the
behavior of prices.

In the next section Jakowez dis
cusses methods of setting standard
profits for groups and lines of prod
ucts. He advocates that profits be
lowered for superseded goods to
discourage their production and be
increased for new goods to en
courage their production. Since it
would be difficult to sell new prod
ucts at prices set to cover their high
start-up costs and high profits, their
prices should be lowered and the
difference should be made up by
subsidies from industry funds cre
ated for that purpose.
For goods in normal production he
discusses the advantages and dis
advantages of setting profitability as
a percentage of various bases, such
as the sum of all costs and expenses,
the sum of all processing costs and
expenses, manufacturing costs only,
direct costs only, etc. He favors
using processing costs because
they are easy to compute and ap
parently keep down total costs and
expenses.
Jakowez then examines the prob
lems associated with setting prof
itability rates based on the financial
statements of individual firms. In an
interesting table (p. 177) he shows
the results of a statistical survey of
the profitability of 23,000 firms in
1969. Net income as a percentage of
the production fund was negative for
11.7 percent of the firms and 10 per
cent or less for another 17.8 percent
of them. In other words, almost a
third of the firms surveyed made little
or no profits, and this condition
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obtained after the substantial in
creases in industrial prices in 1967.
He then poses the question of what
firms should be used to set the rates
of profitability which will determine
prices: those with the lowest costs,
those with the highest costs, or those
with average costs. He decides that
the firms with high costs should not
serve as the norm because that
would destroy the incentive for all
firms to operate at lower costs and
would perpetuate unprofitable firms.
He also decides against using firms
with low costs as the norm, because
that would make most firms
unprofitable. Not surprisingly, he
opts for the firms with average costs.
This decision means that some
firms will operate with abnormally
high profits. Jakowez suggests that
they be subjected to either flat or
progressive payments (shades of a
progressive income tax?) to the
state.
Under this system other firms will,
of course, operate at a loss. For them
the state must decide whether their
production is so important that they
should continue to operate. Since a
portion of the profits is used to pay
bonuses to workers in socialist
countries, a way must be found to
make these firms profitable, other
wise nobody will work for them.

To solve this problem Jakowez de
scribes with approval a “transfer
price” used in some economic sec
tors, such as the coal and cement in
dustries. Here the sales price of one
firm does not equal the purchase
price of the other. Instead, the sales
price, i.e. the transfer price, is higher
than the purchase price with the
difference made up from a state
fund. This is easy to do since there is
only one bank in the Soviet Union.
The main disadvantage of the
transfer price system, according to
Jakowez, is that firms with high
costs have little or no incentive to
reduce costs and a lot of incentive to
increase production, thereby in
creasing their profits and the state’s
subsidies. To prevent such behavior
Jakowez advocates that the costs
used for the determination of
transfer prices include only costs
due to factors beyond the firm’s con
trol, such as geographic location,
and that production in excess of
planned production be sold at regu
lar prices expect in cases of such
shortages that production at any
price is encouraged. (p. 181)
Jakowez concludes this chapter
with a discussion of the turnover tax,
since it is an essential part of in
dustrial prices. With a table (p. 183)
he shows that the total turnover tax

collected by the state increased from
31.3 to 55.6 billion rubles from 1960
to 1972, while the ratio of the turn
over tax to prices in all industries
declined from 15.9 percent to 12.9
percent over the same period. The
ratio of the turnover tax to net in
come for all industries also declined
from 63 percent to 49 percent during
this period.
An interesting fact shown by the
table is that the state’s total receipts
for this period went from 65.2 to
149.9 billion rubles. The turnover tax
is therefore a substantial part of the
state’s income. Approximately one
fifth of the tax is collected from the
heavy industrial sector of the econo
my, while four-fifths are collected on
sales of consumer goods, including
food. The biggest contributors to the
tax take are alcoholic beverages,
textiles, and candy.
Examining the effect of the turn
over tax on the price level and on
price movements, Jakowez finds that
the turnover tax contained in retail
prices was large enough to absorb
the past increases in industrial
prices, thereby contributing signifi
cantly to stable consumer prices. He
advocates that the turnover tax be
used in the same way in the future
and that it be used selectively to
directly influence consumer prices,
sales, and production.

The Influence of Scientific
and Technical Progress on
Price Movements
Jakowez starts the chapter by list
ing seven ways in which the scien
tific-technical revolution affects the
price level and the relationship be
tween costs and prices: (1) increas
ing research and development ex
penditures; (2) introduction of new
goods and services; (3) higher
quality goods demanded by
customers; (4) development of sub
stitutes for old products and serv
ices; (5) creation of by-products,
joint and complementary products
from the same raw material; (6) com
petition across international borders
on the basis of more sophisticated
technology and higher quality; and
(7) raised expectations concerning
better working condition, more lux
uries, and a better environment.
These conditions increase costs
and challenge planners. They must
set prices in such a way that pro
ducers stay interested in exploiting

scientific and technological
progress while the consumer price
level remains stable.
Jakowez then analyzes ways of
pricing new products and of using
the price mechanism to ease the
transition from old to new products.
He describes the following methods:
1. For new products a maximum
price is set at 80 percent of the price
of the product it replaces. This max
imum price motivates producers to
reduce manufacturing costs, in
duces customers to buy the new
product, and lowers the price level.
2. The transition to the production
of new goods is usually accom
panied by additional costs for the
start-up of new operations and for
the temporary decrease in pro
duction. If prices are set to cover
these costs, they will be too high,
especially in relationship to prices of
similar goods. But if prices are set
below costs, the manufacturers are
not interested in developing and pro
ducing new goods. In these situa
tions the manufacturers are reim
bursed for their additional costs out
of special funds created from con
tributions by firms in the industry.
The special costs of new products
are therefore shared among the firms
in an industry. Due to these funds the
transition to new products is eased
and new products can be sold at
lower and more stable prices.
3. For substitutes of presently
manufactured products wholesale
prices are set so that the benefit of
the new technology is shared be
tween the producers and the buyers.
For this purpose upper and lower
limits are set for the price. The upper
limit guarantees that the buyer gets
the same benefit from the new prod
ucts as from the old ones; the lower
limit makes the same guaranty to the
producer.
4. When a new product completes
or extends a product line, its price is
set to correspond to its place in the
product line.
5. Step-by-step decreases in
prices are set for new products
whose costs are expected to decline
as production increases. This
method differs from a gradual price
reduction, because the size and tim
ing of the decreases are planned in
advance. The manufacturer therefore
knows when future price reductions
take place and can prepare for them
by looking for ways to lower costs.

6. Prices for out-dated or super
seded products can be lowered in
several ways. Lower prices or dis
counts will discourage production
through the reduction of profits and
encourage buyers to purchase the
remaining goods, whereas a flat pay
ment to the state by the producer will
discourage production, while keep
ing the sale price stable.
7. Relative prices for substitutable
products should be used to move
consumption and production in the
desired direction. This might mean
that items are favored because they
are more efficiently produced, or
are manufactured at a lower cost, or
are made from more plentiful raw
materials.
8. To differentiate levels of
quality, the state can certify the
quality of some products. Products
with this official stamp can then be
sold at a mark-up, or products with
out it must be sold at a discount. In
either case the manufacturer’s prof
its are affected and the production of
higher quality goods is encouraged.
9. Mark-ups and mark-downs can
be used whenever existing prices
are inappropriate. Mark-ups can, for
instance, be used when regularly
produced equipment is adapted for a
cutomer’s special needs. The
amount of the mark-up in this case
should cover the producer’s addi
tional costs. Mark-downs can be
used for out-dated products or items
below standard, (pp. 199-211)
Jakowez ends the chapter by
analyzing the problems of setting
retail prices for new and/or better
consumer goods without changing
the price level. He advocates that
such goods be priced so as to fit into
the existing price structure for com
parable goods. For totally new
goods he suggests that appropriate
variables be used in the pricing deci
sion, such as the probable demand
for the goods, the income level of the
potential customers, or special at
tributes of the goods. If all else fails,
relative prices for similar goods in
foreign countries (even capitalistic
countires?) may be used. (p. 221)

The Role of Supply and
Demand in Price Formation
Jakowez starts this chapter with a
discussion of the equilibrium price,
i.e. the price at which supply equals
demand. He ridicules the arguments
presented by Soviet economists
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since the 1920s in support of
equilibrium prices at the retail level.
He quotes some of them who go so
far as to suggest that the employees
of state-owned retail stores set the
prices for the goods they sell, and
that relatively more investments
should be made in highly profitable
products, (pp. 229-230) (Have those
people been to Bloomingdale’s?)
His sympathies are clearly on the
other side. He starts with a quotation
from Marx that “absolutely nothing
can be explained by the relationship
between demand and supply, until
the basis has been developed on
which this relationship takes place.”
(p. 227) (Translator’s note: The Ger
man version is, again, as murky as
the English one.)
He then argues that “value is the
decisive factor which determines the
level and movement of prices,” (p.
227) and that the free play between
demand and supply must result in
changing and increasing prices, a
condition that runs counter to the
state’s expressed policy of maintain
ing a stable price level and decreas
ing prices. (p. 231)
But his main argument is that eco
nomic planning becomes impossible
if demand and supply can determine
prices — and through them quan
tities produced and investments —
for any segment of the economy. He
ends all arguments with the state
ment that “the socialist state can
give up neither the planned manage
ment of the economy nor the central
determination of prices.” (p. 231)
He admits, however, that demand
and supply have a role to play in
long-term price planning, especially
for consumer goods and services.
The main problem at this level is to
keep retail prices stable while clos
ing the growing gap between the
money income of the population and
the supply of consumer goods and
services. He underlines the impor
tance of this problem by quoting
from the Report of Central Commit
tee of the Communist Party to the
24th Party Congress (a message
similar, in some respects, to the
President’s State of the Union
Report) in 1971: “The great and com
plex task of satisfying the market
with consumer goods must be
achieved while retail prices remain
stable or, whenever economic condi
tions warrant it, decrease for some
goods.” (p. 233)
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Jakowez then suggests four ways
to reach this goal:
1. The production of goods and
services must increase faster than
the money income of the population.
He admits that in the medium run the
gap will increase, since the FiveYear Plan for 1971-1975 predicts in
creases in the money income of the
population of 78 billion rubles, while
retail sales of goods and services are
planned to increase by only 72
billion rubles, (p. 234)
2. The output of the economic
sectors producing consumer goods
and services must be structurally
changed to accommodate changes
in consumer demand. He mentions
that total demand for agricultural
products has decreased, even
though the demand for some items
like meat, eggs, fresh fruit and
vegetables, has increased, and that
demand for non-agricultural prod
ucts, especially major appliances,
and for services has increased.
Among the services increasingly in
demand are repairs and mainte
nance of cars, dry cleaning, public
swimming pools, made-to-order
clothing, and most of all services for
tourists.
3. The ever changing demands of
the population must be incorporated
into long-term planning so that the
goods and services offered meet the
needs and desires of the people. If
this is done, build-ups in inventories,
such as occurred between 1961 and
1972 when inventories increased
from 24.5 to 49.7 billion rubles,
amounting at the end of 1972 to 28
percent of 1972 retail sales, can be
prevented.
4. Decisions to increase the
money income of the population
must also consider the resulting in
creases in consumer demand and
the effect of higher wages on costs
and expenses, so that action can be
taken in time to prevent increases in
the consumer price level.
For the remainder of the chapter
Jakowez suggests ways in which
differences between supply and de
mand for consumer goods can be
resolved in the short run. His solu
tions are temporary price decreases
to reduce inventories. He proves his
point by citing inventories of radios
which increased from 147 million
rubles (67 days’ sales) in 1960 to
1,310 million rubles (137 days’ sales)

in 1970. By lowering prices these in
ventories were reduced to 1,032
million rubles (100 days’ sales) by
1972. He cautions at the same time
that the effects of price reductions
on other factors, such as consumer
expectations, imports, and govern
ment receipts, must be considered.

Summary
Jakowez ends his book by draw
ing the following conclusions:
1. In a developed socialist society
the role of prices in economic plan
ning is becoming more important.
2. Price increases are not ab
solutely necessary and unavoidable.
On the contrary, the natural move
ment of prices is a decrease to
reflect the decreasing share of labor
in the value of goods and services
due to scientific and technical
progress.
3. In the short and medium run
pricing policy must try to decrease
industrial prices gradually and and
to stabilize wholesale and retail
prices.
4. Price movements are mainly
caused by changes in production
costs. To decrease industrial prices
and stabilize wholesale and retail
prices, tendencies towards higher
manufacturing and transportation
costs must be offset by increases in
labor productivity, more efficient
materials usage, and scientific and
technical progress.
5. The level and movement of
prices are affected by levels of prof
itability, by the methods of comput
ing profits and turnover taxes and in
corporating them into prices, and by
the ways profits are distributed.
6. A major purpose in planning
prices must be the encouragement of
scientific-technical progress.
7. Supply and demand do not
affect the level and movement of
planned prices in a socialist econo
my. The shortages of some industrial
and consumer goods cannot be
eliminated through price increases
but through planned changes in pro
duction. In the long run decreases in
retail prices should be used more ac
tively as a method of raising the
standard of living of the people.
8. The level of long-term planning
and predicting of the price system
must be improved and become an in
tegral part of economic planning in
all its aspects.

Preservation
Tax Incentives
New Investment Opportunities
Under the Economic Recovery Tax Act of 1981
A series of conferences ex
plaining the new historic
rehabilitation tax incentives in the
1981 Economic Recovery Tax Act
will be held in seven cities in 1982.
The conferences, cosponsored by
the National Trust for Historic
Preservation, the National Park
Service, U.S. Department of the In
terior, and the National Con
ference of State Historic Preserva
tion Officers are for anyone in
terested in the rehabilitation of
historic buildings and the profit
potential of such investments.
Property owners, developers,
attorneys, architects and tax
accountants as well as state and
local preservation officials are in
vited to attend the one and a half
day conference. Sessions will
show potential investors how to
use the new 25% investment tax
credit, new depreciation
schedules and recapture rules
that are designed to make for
profitable returns on the rehabili
tation of historic buildings.
Topics to be covered in the ses
sions will include a detailed explanation of the historic
rehabilitation provisions and a
comparison of the new provisions
with previous tax legislation.
Case studies will be used to show
how to use the new tax credits.
There will also be an explanation
of the new procedures for placing
buildings on the National Register
of Historic Places to qualify for the
incentives.
A special feature of the con

9. The planned management of
price movements makes new de
mands of economic sciences,
especially the science of planned
price formation, and requires more
research.
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ferences will be the staff of in
structors. Staff from the National
Park Service will be on hand to
explain the process of qualifying
a building and its rehabilitation
for the new tax incentives. The
National Park Service is the
federal agency responsible for
both listings on the National
Register of Historic Places and
the tax certification of building
rehabilitation projects. Tax ex
perts and developers experienced
in the rehabilitation of historic
buildings will also be at each
conference.
The conferences will be held in
San Antonio, Boston, San Fran
cisco, Los Angeles, Atlanta, New
York, and Chicago. A complete
list of dates and locations ap
pears below.
The registration fee for each
conference is $100 for members of
the National Trust. A special $75
fee is available to representatives
of public agencies, as well as staff
and board members of private,
nonprofit organizations. The fee
for non-members is $150 and in
cludes a one year membership in
the National Trust. Students may
register for $25. Conference
registrants will receive printed
materials on the incentives and
will be placed on a list to receive
additional information on historic
preservation tax regulations
and legislation as it becomes
available.
Registration for any of the con
ferences can be made by writing:

Jakowez ends on a patriotic note
(p. 246) by suggesting that scientists
must work to “develop the economic
sciences and to strengthen the
scientific foundations and effective
ness of the price system in a planned
economy.”

Education Services/Tax Con
ference, National Trust for
Historic Preservation, 1785 Mas
sachussetts Ave., N.W., Washing
ton, D.C. 20036.
The National Trust for Historic
Preservation is a private, non
profit membership organization
dedicated to the protection and
continued use of the significant
buildings, districts, sites, and ob
jects that form the cultural
heritage of all Americans.
Through demonstration projects,
grants and loans, management of
historic properties, publications,
education programs, con
ferences, and technical assist
ance, the National Trust works to
encourage the participation of all
segments of American society in
the preservation of this heritage.
Chartered by Congress in 1949,
the National Trust is supported by
the public through individual, cor
porate and organizational mem
berships, foundation grants, tax
deductible contributions, and
matching grants from the U.S.
Department of the Interior and
other federal agencies.

Schedule for
Tax Conferences
San Antonio, January, 18-19,1982
Boston, February 1-2, 1982
San Francisco, February 15-16,
1982
Los Angeles, February 19-20,1982
Atlanta, March 1-2, 1982
New York City, March 8-9, 1982
Chicago, March 22-23, 1982

The October issue has the following print
ing error:
Page 31 reads: as much as 15 percent. (p.
50)
Should read: as much as 152 percent. (p.
50)

